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Theory &
Practice
Financial Accounting Standards Board

Editor:
Marilyn J. Nemec, CPA
Partner, Alexander Grant & Company
Chicago, Ill.

FASB NEED SUPPORT
There have been an increasing
number of articles and speeches by
members of the financial community
and others criticizing the FASB. Unfor
tunately, these critics include one of the
largest public accounting firms in the
country. Criticism from this firm may
not be as surprising as one would think
when it is recalled that the same firm was
expounding the creation of a federally
established Court of Accounting Prin
ciples (independent of the profession
and regulatory commissions and having
its decisions binding on all) at the time
the FASB’s predecessor, the Accoun
ting Principles Board, was in its early
days struggling with the matter of ac
counting for the investment credit.
There was also a report of the U.S.
House of Representatives subcom
mittee, which has legislative jurisdiction
over the Securities and Exchange Com
mission and is chaired by Represen
tative John E. Moss, containing a state
ment that the “FASB has accomplished
virtually nothing towards resolving fun
damental accounting problems plagu
24/ The Woman CPA

task force. In 1974, a discussion
memorandum for the initial phase of the
study was issued and a public hearing
conducted. The discussion memoran
dum was based on results of a study
authorized by the American Institute of
Certified Public Accountants, the
results of which were published in Oc
tober 1973 as the “Report of the Study
Group on the Objectives of Financial
Statements” and generally referred to as
“The Trueblood Report” since Robert
M. Trueblood was chairman of the
study group.
In the meantime, the FASB’s work on
agenda projects was interrupted to put
out some fires, that is, to consider
currently arising accounting and report
ing problems and promulgate ap
propriate standards. The FASB thus in
herited some of the older APB’s
awkward position in developing in
dividual accounting principles or stan
dards without the benefit of a concep
tual framework, and possibly creating
more inconsistencies in generally
accepted accounting principles. It must
be assumed that handling these current
problems interrupted the FASB’s work
on the conceptual framework project.

A second discussion memorandum
analyzing issues related to the other
phase of the conceptual framework pro
ject, elements of financial statements
and their measurement, was issued in
December 1976. It was accompanied by
a
booklet setting forth the tentative con
ing the profession.” More recently, a
staff report of the Senate subcommittee clusions on objectives of financial
on Reports, Accounting and Manage statements based on the earlier discus
ment, chaired by Senator Lee Metcalf, sion memorandum and related public
included this sentence, “Accounting hearing, and a booklet capsulizing both
issues are too important to be left to ac the discussion memorandum and the
countants alone.” This report advocates tentative conclusions. Public hearings
that the federal government have sole are scheduled for the end of June 1977.
Of seven projects on the FASB’s
and direct responsibility for establishing
accounting and auditing standards original agenda, only the conceptual
relating to publicly-held companies. It framework and criteria for determining
included recommendations for govern materiality are not completed.
ment oversight of the firms who audit Statements of Financial Accounting
the financial statements of companies Standards relating to the others have
subject to the Federal Securities laws been issued as shown on the table on the
and for relieving the excessive concen following page.
tration in a small number of firms (the FASB No. 10 issued in October 1975
“Big Eight”) of the audits of most of the merely deleted the deadline (October 31,
country’s major corporations that are 1975) for the exceptions in the “Grand
publicly held.
father” provisions for business com
Both critics and proponents usually binations. This was needed because,
mention the necessity for the project on while consideration of accounting for
basic conceptual framework for finan business combinations and related in
cial accounting and reporting to be com tangibles was one of the first projects
pleted. The FASB placed this project on added to the FASB’s agenda, it was
its initial agenda published in April determined that the scope of the project
1973. Work on the project was begun in as originally contemplated would have
December 1973 by the appointment of a to be expanded and would require ad-

No. 2

Accounting for Research and
Development Costs
Accounting and Reporting by
Development Stage Enterprises
Accounting for Contingencies
Accounting for Contingencies —
Transition Method
Accounting for the Translation
of Foreign Currency Transactions
and Foreign Currency Financial
Statements
Accounting for Leases
Financial Reporting for Segments
of a Business Enterprise

an enterprise and its obligations to
transfer economic resources to
others, which are sources and
No. 7
causes
of prospective cash inflows
June 1975
and
outflows,
and its earnings,
No. 5
March 1975
which are the financial results of its
No. 11
operations and other events and
December 1975
that affect the enterprise.
No. 8
The final portion of the document
attempts to discern the kinds of infor
mation that financial accounting can
October 1975
provide to meet the information needs
No. 13
November 1976
of investors and creditors and explains
No. 14
why enterprise earnings based on ac
December 1976
crual accounting may be the best in
dicator of an enterprise’s ability to bring
in cash and why that ability is a matter
FASB No. 1, Disclosure of Foreign
of primary concern to investors and
Currency Translation Information, was
creditors.
issued in December 1973 as a temporary
Discussed in the memorandum are
solution and was superseded by FASB
definitions of the elements of financial
No. 8. Standards issued in response to
statements under two conceptual views
currently arising problems were:
of earnings, the asset and liability view
and the revenue and expense view;
qualitative characteristics of financial
information, such as relevance, reliabili
No. 3
Reporting Accounting Changes
ty and comparability, as well as the
in Interim Financial Statements
December 1974
necessary or appropriate trade-offs, for
No. 4
Reporting Gains and Losses
example
sacrificing the reliance of
March 1975
From Extinguishment of Debt
historical
cost for the relevance of
No. 6
Classification of Short-Term
current value. The memorandum ex
Obligations Expected to be
plains measurement of the elements of
Refinanced
May 1975
financial statements in terms of two
No. 9
Accounting for Income Taxes —
alternative units of measurement (money
October 1975
Oil and Gas Producing Companies
or general purchasing power) applied to
No. 12
Accounting for Certain Marketable
five attributes that are candidates for
measurement (historical cost and
Securities
December 1975
historical proceeds, current cost and
current proceeds, current exit value in
orderly liquidation, expected exit value
in due course of business and present
value of expected cash flows).
The paragraphs above represent a
very brief summary of these important
documents. The conclusions finally
reached after the public hearings and ex
posure drafts will have a most signifi
Conceptual Framework
ditional time to complete. A discussion
cant impact on the future of financial in
memorandum on business com
The tentative conclusions about ob formation and, therefore, on the ac
binations was issued in August 1976, but
the public hearing scheduled for May jectives of financial statements of counting profession. Readers should, to
1977 has been postponed and will be business enterprises are that they should the extent possible, add their imput to
the responses of their firms.
rescheduled to a date following the hear provide information:
ing on conceptual framework. In addi
• Useful to present and potential in Accounting for Leases
tion, the FASB has issued fifteen inter
FASB No. 13 supersedes Opinions
vestors and creditors in making
pretations, four relating to Opinions of
rational investment and credit No. 5, 7,18 (Paragraph 15 only), 27 and
the APB and eleven relating to previous
31 of the Accounting Principles Board.
decisions;
ly issued Standards of the FASB. When
• That helps investors and creditors Accounting and reporting by both
these Standards and Interpretations are
assess their primary interest in the lessors and lessees are covered. The
considered in conjunction with the dis
statements, the prospects of receiv provisions also apply to agreements (not
cussion memorandum, public hearings,
ing cash from dividends or interest identified as “leases”) that convey a right
exposure drafts and, in some cases,
and from proceeds from the sale, to use property, plant and equipment
revised exposure drafts, the critics must
redemption or maturity of for a stated period of time, for example
admit that the FASB has accomplished
securities or loans; and
heat supply contracts for nuclear fuel.
much in its relatively short existence.
•
About the economic resources of Leases regarding natural resources and

October 1974

April 1977/25

licensing agreements for patents,
manuscripts, etc. are excluded.
Several definitions, detailed criteria,
instructions for dealing with certain
types of leasing transactions and certain
exemptions are set forth in the State
ment. The criteria for classification as
other than an operating lease are sum
marized as follows:
Lessees — Classified as a capital
lease if anyone of these four criteria is
met:
1. The lease must transfer title to the
lessee by the end of the lease term,
2. The lease must give the lessee a
bargain purchase option,
3. The lease term must equal 75% or
more of the estimated economic
life of the property, or
4. The present value at the begin
ning of the lease term of minimum
lease payments must equal or ex
ceed 90% of the excess of the fair
value of the property over any
related investment tax credit
retained by the lessor.
Lessors — Classified as either a
“sales type” or a “direct financing
lease”, as defined, if any one of the
above criteria and both of these two
criteria are met:
1. Collectibility of payments from
the leasee must be presently
predictable (subject only to nor
mal credit risk), and
2. The amount of future costs to be
incurred by the lessor must not be
subject to important uncertain
ties.
For lessors there is another classifica
tion of direct financing leases, the

leveraged lease, involving further
criteria.
Specific disclosures required of both
lessor and lessee under each type of lease
are included in the statement as well as
illustrations of each. Under the assump
tion that the most common disclosure is
that regarding operating leases of the
lessee, these requirements, which differ
slightly from No. 31, are given in detail:

• • Restrictions imposed by lease
agreements, such as those
concerning dividends, ad
ditional debt, and further leasing.

The provisions concerning effective
date and transition are as detailed as
many of the requirements, and reference
should be made to the Statement.
Generally, the disclosure requirements
are
effective for calendar or fiscal years
• For operating leases having initial or
ending
after December 31, 1976 (or dur
remaining non-cancelable lease
ing the seven days preceding or follow
terms in excess of one year:
■ • Future minimum rental payments ing that date of 52-53 week fiscal years).
required as of the date of the latest Classification and accounting
balance sheet presented, in the provisions apply to leases and lease
aggregate and for each of the five revisions entered into on or after
January 1, 1977 unless consummated
succeeding fiscal years.
• • The total of minimum rentals to pursuant to a written, signed agreement
be received in the future under entered into prior to that date.
Restatements for leases in effect at
non-cancelable subleases as of the
December 31, 1976 are required for
date of the latest balance sheet
calendar or fiscal years beginning after
presented.
December 31,1980 but may be done any
• For all operating leases, rental ex time prior to that date. For any calendar
pense for each period for which an or fiscal year ending after December 31,
income statement is presented, with 1976 thru December 31, 1980 that early
separate amounts for minimum ren adoption has not been made, disclosure
tals, contingent rentals, and sublease of the effects on the financial statements
rentals. Rental payments under of application to leases existing at
leases with terms of a month or less December 31, 1976 must be made.
that were not renewed need not be in
The staff of the SEC has indicated
cluded in reporting.
that Rule 3-16(q) of Regulation S-X and
• A general description on the lessee’s Accounting Series Release No. 147 will
leasing arrangements including, but be amended in accordance with FASB
not limited to, the following:
No. 13 and that immediate adoption of
• • The basis on which contingent all provisions including retroactive
rental payments are determined.
application will be required except in
• • The existence and terms of those cases where it would conflict with
renewal or purchase options and restrictive covenants of the registrant’s
escalation clauses.
various financing and other agreements.

MATINEE PERFORMANCES
“Exciting Guided Tours”
“Stimulating Educational Sessions”
“Fabulous Luncheons”

EVENING PERFORMANCES
“Spectacular Banquets”
“Fun Night at the Theatre”

ANY MANY, MANY MORE!!
Watch for future previews of other attractions

MINNEAPOLIS - ST. PAUL, MINNESOTA
September 28 - October 1,1977
MARK YOUR CALENDARS NOW!!
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